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REPORT 2: TARGET INDUSTRY IDENTIFICATION & ANALYSIS

Introduction

The development of competitive clusters is one of the key generators of regional wealth. A cluster develops when
businesses in interrelated industries choose to locate in close proximity to take advantage of a region’s inherent
advantages. These businesses then become interdependent on each other, enhance their operating environments,
and ultimately become more competitive on the global landscape. When this happens, these businesses become
the experts in their field. They become more profitable, grow faster, and pay higher wages. Beyond its clusters in
traditional (low-paying) industries such as Retail and General Services, Manchester now has the opportunity to
support several emerging clusters. The region as a whole supports high paying industries such as Semiconductors
and Aerospace & Defense. This report recommends five clusters in which Manchester specifically can devote
resources and energy to become a competitive location: Business/Financial Services, Defense/Advanced
Security, Medical/Life Sciences, Aviation, and Software. This report describes AngelouEconomics’ process in
selecting these targets, and concludes with a detailed profile on each industry.

Manchester is in the enviable position of both being in close proximity to the Boston metropolitan area, and providing
a high overall quality of life for its residents. Manchester residents work at a variety of companies and industries, and
the area’s business climate has proven favorable within the region. Manchester enjoys a variety of strengths that will
give the area a competitive edge during recruitment efforts, including a reliable transportation infrastructure, and
close proximity to the Port of Portsmouth, Boston and major international airports, and a growing young, creative-
skilled workforce. The selection of target industries for Manchester is yet another indication of the city’s ability to
benefit from many diverse sectors of the regional economy.

Report Format

AngelouEconomics’ first report, the Community Assessment, provided us with a picture of the factors influencing
Manchester's strengths and challenges as a business location. This second report, Target Industry Identification and
Analysis, seeks to highlight the unique characteristics of Manchester that affect the perception of the community,

both in the eyes of corporate executives and the workforce that they seek. With the Manchester community “product”
well-defined in the Community Assessment, we will outline our target industry selection process, and identify specific
industries that Manchester should pursue.

This report contains three sections:

Review of the Community Assessment. AngelouEconomics recaps the key findings of the Community
Assessment that are relevant to the target industry process.

Target Industry Selection. AngelouEconomics examines the strengths and weaknesses of the community
and evaluates current industry clusters in the community. We specify which targets Manchester should
ultimately pursue based on our selection methodology.

Target Recommendations. AngelouEconomics provides a national analysis of the selected targeted
industries and defines specific niche targets. We outline wage, employment and growth data for each
industry, as well as list the necessary requirements for recruitment.
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REVIEW OF COMMUNITY ASSESSMENT

As presented in the Community Assessment report, Manchester has an excellent foundation for pursuing new
industries, and a strong argument to make to site selectors, company executives, and would-be entrepreneurs.
Many strengths are apparent from our analysis: a growing population, a well-educated and technical labor force to
draw from, excellent quality of life, reliable infrastructure, and a close proximity to Boston. Hurdles are relatively few,
and can be overcome: rising cost of living, few incentives and an aging population.

With its many workforce and lifestyle strengths, Manchester must now determine which industries to target for local
development. In this report, we will present an in-depth economic analysis (including industry specific information
and cluster analysis) of the Manchester MSA that will provide new insight and guidance in target industry
development. A strategy to capture new opportunities locally will require a clear understanding of the competitive
landscape, as well as industry location trends. We will begin with a brief overview of the Community Assessment,
highlighting key data points and characteristics of the community.

Workforce and Education

In 2004, the Manchester metro area had an estimated 207,000 residents, a 19.2% increase from 1990.
Unemployment is well below national, state, and regional averages at 3.7%.

The average wage of $41,700 in Manchester is $4,000 above the US average, but it is still under that of Boston
and Massachusetts.

The fastest growing age demographic is the 45-64 year-old group, which is similar to the rest of the country.

New Hampshire and Manchester have slightly higher levels of educational attainment (% of individuals with a
bachelor's degree or higher) than the U.S., with the State at 29% and Manchester at 27%, compared to the U.S.
at 25%.

High school students’ average total SAT score for the Manchester ISD is 1006, which is 37 points below the
state average and 20 points below the U.S. average.

Manchester boasts eleven colleges, universities, and technical schools in the area, with two vy League schools
within a short drive.

Business Climate

Manchester’s location is a great asset for business relocation and expansion. The expanded transportation
routes projects that are underway (i.e. the widening of 1-93 from Manchester to the Massachusetts border, and
the Manchester Airport Access Road) and proposals to improve rail transit (i.e. planning underway to extend rail
service from Boston through Nashua and potentially Manchester) will further enhance Manchester’s level of
competitiveness.

The Manchester region was among the Top 10— “Best Small Metro Areas to Start and Grow a Business” (Inc.
Magazine, 2004).

New Hampshire is home to the 12t most active port in the northeast; Manchester is home to one of five foreign
trade zone sites (FTZ 81). The state boasts two international airports, and the proximity to the International
Trade Resource Center in Portsmouth is an additional asset for Manchester-based trade.
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New Hampshire ranks 6th out of the 50 states in the number of new companies started each year on a per
capita basis.

Venture capital funding in the region (New Hampshire & Massachusetts) is second only to Silicon Valley.

The average wage per worker in Manchester is above the national average at $41,700. Average wages are
10% above the national average but 19% below the Boston average wage.

Sites and Infrastructure

The City’s New England locale, with its international airport, and its proximity to the Port of Portsmouth and
Portsmouth’s International Trade Resource Center, positions Manchester well for future growth in industries that
will benefit from the globalization of markets and the economy.

The Manchester Airport is the third largest cargo airport in New England, having handled 181 million pounds of
freight in 2002. Private and corporate aircraft are served by the Airport’s FBO, Wiggins Airways.

Manchester has access to neighboring major metros via an extensive and reliable highway infrastructure.

Office lease rates (at $16 per square foot), and industrial lease rates (at $6 per square foot) industrial, are below
the Boston metro region, adding to Manchester’s affordability.

Manchester lacks adequate meeting and convention space, with the Radisson Hotel representing the only viable
option.

Quality of Life

Crime rates are low in the city. Manchester’s crime rate is 2.44 crimes per 1,000 residents. This is below the
U.S. average (4.12 per 1,000 residents) and the nearby Boston metro (2.92 per 1,000 residents). According to
FBI statistics, New Hampshire has the lowest crime rate in the US. This is a terrific situation for continued
business growth and development.

Median household income in Manchester ($54,300) is above the U.S. ($45,600) and New Hampshire ($53,100),
but below Boston ($59,800). Manchester's median household income grew 44% between 1990 and 2004,
compared to the U.S., which grew at 51%.

Median home values in Hillsborough County ($224,000) are comparable to New Hampshire ($208,000), but
higher than national averages ($147,000). Home values are competitive when compared to New England’s
large metropolitan areas, such as Boston ($369,000).

&Angelochonomics REPORT 2: MANCHESTER TARGET INDUSTRY IDENTIFICATION
tachnology-based ecanomic devalopmaont




TARGET INDUSTRY SELECTION

The target industry clusters we have identified are based on a comprehensive review of Manchester and the
surrounding region. To begin, we conducted an economic and demographic analysis of the area. The results of this
analysis were presented in Report 1, the Community Assessment. This analysis provided us with a picture of the
factors influencing Manchester’s strengths and challenges as a business location.

For this Target Industry & Analysis report, we conducted a cluster analysis of the Manchester MSA to determine
the currently dominant industries in the area. These clusters were analyzed in regard to both national and regional
growth trends. In addition, local assets that benefit each of the cluster’s local development were also identified.

In addition to the data analysis of current industries, we traveled to the region and talked to public and private sector
leaders in interviews and focus groups. We also analyzed a significant volume of community input received through
the project’s online survey of residents and businesses. Through the public input process, we gained a clear picture
of the community’s vision for the types of businesses desired in the region, as well as some of the strengths and
challenges currently faced. These issues and this vision were factored in to the following target industry selection
process.

Target Selection Process

“Site selection” is a broad termthat describes a company’s process of selecting a city for a new facility or the
relocation of existing divisions. This process involves executives from several divisions within the company (such as
Executive, Human Resources, Financial, Operation, Facilities Planning, and sometimes Marketing) and often
involves a consultant or real estate broker. Site selection is not a scientific process, but does involve a system of
measurements and calculations.

AngelouEconomics employs a combination of quantitative and qualitative analysis in selecting the best target
industries for a community. The process is guided by the following four questions:

1. What clusters currently exist locally, and are they growing? Immediate and obvious candidates for
targets are those that are experiencing growth within the community or surrounding communities. Industries
that have a large presence but lack growth suggest that the region is losing its competitiveness in this
industry. While the industry may be a candidate to target for a retention effort, a long-term decline calls for a
close look at transitional opportunities into new industries that create jobs (e.g. textile workers transitioning
into food processing).

2. Are current or emerging local clusters in industries that aregrowing nationally or undergoing
geographic dislocation? For those local clusters that have potential, are they growing nationally as well?
While some industries are experiencing high growth rates, most U.S. industries are modest or stagnant in
their growth. However, the dislocation of industries from one part of the country to another has been a long-
standing opportunity for recruitment. Many industries undergo restructuring in order to be more competitive,
or simply suffer a high rate of startup and failure.

3. Arethere local assets that give specific industries a competitive edge? Communities are as unique as
people. Each one has strengths that companies can leverage to create competitive advantages. These
strengths can include such things as workforce skills, tax structure, infrastructure, and market proximity.
Likewise, many companies have specific infrastructure and workforce minimum requirements, and
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understanding whether the region can meet those requirements is crucial. For example, if the region lacks
water and wastewater capacity or has overly stringent environmental regulations, then the community could
be ruled out for food processing and semiconductor manufacturing. Understanding the needs of target
companies is essential to recruiting them.

4. Does the industry match community goals? The mostimportant criterion is often whether or not the
industry matches the stated economic goals of the community. Some communities may want to avoid
manufacturing businesses, or businesses that don’t pay high enough wages. Sometimes lack of available
land requires a more precise list of targets. Communities wanting to maintain a small-town appeal, for
example, may target homegrown “soft” industries. Others wanting to transition into a more urban,
metropolitan setting may focus more on larger office users. Industries that can survive locally will struggle to
succeed without the backing of the populace and its elected officials. An aggressive marketing campaign
and solid commitment by government to support a target can often overcome specific deficiencies or cost

disadvantages.

In many ways, target industry selection is better described as target industry “elimination”. The follow chart shows
AngelouEconomics’ systematic process by which an industry is selected as a target:

AngelouEconomics Target Selection Process

Step 1: Step 2:
Start by Looking Which Industries What Local Assets
At All 35 Industries Exist Locally? Offer A Competitive
(Strong Clusters) ~ Advantage to the Step4:
Industy 1 Cluster? Does the region
\ [6] satisfy the
(5] Asset requirements of Step5: Step 6: _
Analysis the cluster? Do these targets What are the niche
|:> meet the goals of sectors within each
the community? target cluster?
= @)
> Targets Are
- : (=)
Steps: ] Selected
Are there emerging |:> )
clusters that could
Do Not: benefit from local -_—
leak Clusters assets?
Lo ][ wecmen NGOG
L 1]
| 1] | ®
[ 7] Asset Strategies
[ 8] Analysis
L 9 | Recommendations:
| 11 | +  Marketing
|:| I Workforce Development
14 | + Infrastructure
) e
Cluster Analysis Asset Analysis Facility Analysis Final Target List Niche Sector List
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Background on Industry Location Analysis

Traditionally, the growth of economies has been described in terms of a region’s “basic” or “primary” industries.
These industries typically export their goods or services outside the region, thereby supporting local industries such
as retail, housing construction, and personal services through payroll and local purchases. Primary industries reflect
an injection of outside money to the community and have a high economic impact; a typical primary business may
create 2 additional jobs in the local economy for every 1 job at its facility.

For this reason, communities across the country compete to recruit or retain these high-impact, primary businesses.
Manufacturing is a good example of a primary industry, as most customers would be found throughout the U.S. or
even internationally. With the manufacturing industry in decline and the increasingly global nature of business today,
many more industries are increasingly “primary” in their make-up: distribution centers may serve a multi-state region,
back office operations can serve a company'’s global network of employees, and custom software companies can
build Internet applications that serve businesses anywhere in the world. Federal installations such as Army bases or
federal research labs are clear examples of how government can be classified as a primary industry. High wage jobs
are usually found at national or global companies that are enjoying growth.

While businesses are more global in nature today, rapid gains in technology, telecommunications, and markets
continue to alter the location requirements of many companies. Often the speed of business drives corporate
location decisions. The competition for top talent is now viewed to be the most important component of a successful
company. Today’s business environment requires that businesses continue to upgrade their technological
capabilities while expanding the skills of the available workforce. Innovation and change is now a basic requirement
for success.
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Step 1: Overview of Manchester Clusters

What Clusters Exist Locally? What is Their Condition?

Logistics & Distribution Cluster

Clusters are highly integrated groups of
businesses with strong vertical and
horizontal linkages. “Vertical” linkages
include the suppliers and customers in a
region that combine to create a competitive
business model. The tight relationship
between auto manufacturers and their
suppliers is a good example of this vertical
relationship. “Horizontal” linkages include

Logistics & Distribution
Planning and Implementation of
the Multimodal Transport of Goods
and Services

’

(Wider arrows indicate
stronger linkages)

NN

. . . . Gasoline Insurance &
the relationships that competing companies Suppliers petroleum| " Wotor ) | Maintenance | | Commodities
have and the public sector institutions that Petroleum) | Refining | | Freight& | | &Repair | {_Broers
support them. Workforce is the primary /‘ S
asset that passes through these horizontal \
linkages, as competing firms often hire away Advertising Computer S
each other's workers (and learn from them) -
and also hire out of the same training Fourdaion  [Logm somiced] uttes | Adheisng | g || Firanc
programs or universities. The diagram to the Suppliers Senices | oo || Senices
right shows how these relationships exist

ithi . Economic Highway : Low Inventory| || Low Property
within a cluster Infrastructure | Infrastructure Airports Labor Taxes Tax Burden

Historically, clusters gathered in specific

regions of the U.S. due to natural advantages (e.g., natural resources and climate), cost factors (e.g., distance to
market, labor costs), and existing transportation infrastructure. Today, companies are increasingly drawn to regions
that can supply the unique workforce that they need. Universities and public sector institutions such as education
and training facilities are now major drivers of regional economies. Clusters often mature when businesses expand
their relationships with existing supplier firms in a region. As the clusters grow, additional supplier firms are attracted
to the region, eventually creating a well-diversified “critical mass” of production, labor, and information.

AngelouEconomics has created 35 cluster definitions that achieve a much higher level of detail than the standard
classification of the 10 major industries (manufacturing, services, etc.). This methodology categorizes businesses
according to their final product and how these products are related to each other and integrated along the vertical
supply chain. The results are a more accurate and detailed examination of industries than the broad method used
currently by the Census. The new NAICS system is an improvement on how businesses are classified, but clusters
will still be found across various NAICS codes and major industries.

To assess the strength of a cluster in a regional economy, AngelouEconomics has calculated location factors (or
quotients) for each cluster. These factors are calculated by comparing the cluster’s share of total local employment
to the cluster’s national share. This location quotient will yield a value generally between 0 and 2, where a result of
“1" demonstrates that the cluster commands an average (expected) share of the local economy. Cluster location
factors greater than 2 indicate a strong cluster agglomeration, while those less than .5 indicate extremely weak
clusters.
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The following table shows the cluster location factors for Manchester and New Hampshire:

TOP 20 MANCHESTER INDUSTRY CLUSTERS, 2005

Manchester MSA and New Hampshire

Cluster Manchester MSA New Hampshire Cluster Location Factor
0.00 1.00 2.00 3.00
n
Semiconductors 56 163 ——
Electonics 210 20 D
]
Aerospace & Defense 2.02 340 ‘
gl Trtes s I —
Communication Services 1.70 0.64 _ ]
[ |
Industrial Machinery 1.49 2.25 *
el 137 o
Consumer Goods 1.30 0.88 -
[ ] W Manchester
Housing & Construction 1.28 1.02 — B New Hampshire
Uiites 124 T o
[
Business & Prof. Svcs. 1.22 0.84 - Cluster Strength
u Weak Average Strong
General Services 121 1.00 _. < i
0.00 1.00 2.00
Software & IT Sves. 117 124
Communication Equipment 115 113 _
[
Chenmicals & Plastics 113 1.00 _.
Civic Enterprises 113 091 _
]
Wholesale 110 082 S
]
REStl s Lo7 L7 —
. ]
: [ ]
- Dun and Bradstreet
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Manchester enjoys key cluster strength in:

Semiconductors

This industry has experienced incredible gains in Manchester since 1998, climbing from an employment base of just
4510 1100. As this industry continues to grow, it will cultivate a high-knowledge labor force with above average
wages. This is a key primary industry because it requires a multitude of service industries to support operations and
exports a high dollar value a products, bring significant amounts of capital to the region.

Electronics

Manchester's established cluster in the electronics industry is driven by the presence of Osram Sylvania (650
employees), Sanmina Corporation (399 employees), and Electropac, Inc. (156 employees). This industry employs a
mix of workers, ranging from electrical engineers for design and line workers for assembly. Overall the industry pays
high wages and generally exports goods outside of the region, bringing wealth to the region. Since 1998,
Manchester has experienced employment growth in this industry of 28%.

Aerospace & Defense

Like the semiconductor industry, aerospace & defense is a coveted primary industry that employs highly educated
and highly paid individuals. Although Manchester has experienced negative growth since 1998 (-24%), the future
looks bright. The DoD has increased spending in each of the past five years and has plans to continue the increase
through 2011.

Apparel & Textiles

With added cost pressures, businesses in this cluster are quickly leaving the U.S. for lower wage environments in
other countries. Since 1998, Manchester has lost 3% of this sector's employment, far less than the national attrition
rate. This trend is projected to continue over the next decade at the local and national level.

Communication Services

This industry generally provides local and long distance telephone service, as well as high-speed data and video
services to businesses and home consumers. The industry requires a moderately well educated workforce and pays
wages on par with the U.S. average. Verizon Communications represents the lion’s share of the Communication
Services cluster, which has experienced tremendous growth since 1998 (219%). Verizon Communication is also the
second largest non-manufacturing employer in Manchester.

Industrial Machinery

The industrial machinery industry makes large scale tools like saws, drills, and presses for use across a variety of
manufacturing sectors. This industry employs a mix of skilled laborers to manufacture precision equipment and line
workers for basic assembly. This industry has enjoyed significant growth in Manchester from 1998 to 2005.
Employment jumped from 359 to 777, a gain of 122%.

Financial Services

This cluster is anchored by the headquarters of two the region’s largest commercial banks, as well as other national
branch offices. Banknorth (1,153 employees), Citizens Bank (1,225 employees), and Bank of America (425
employees) represent the largest employers in this cluster. This industry requires an educated workforce and a
reliable infrastructure to meet utility and transportation needs. Growth has been moderate in the financial services
industry in Manchester, with gains of only 3% from 1998 to 2005.
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Consumer Goods

Many of the businesses that make up this cluster provide consumer goods, ranging from toys and sporting goods to
household furniture and paper products. Because of this, businesses in this cluster tend to mainly serve the local
populace. However, Manchester has added strength in this cluster largely due to the growing population.

Housing & Construction

Manchester, along with many other eastern communities, has experienc ed a boom in its residential home
construction industry. Although, this cluster supports a large proportion of local jobs, this industry is largely driven by
growth in the local populace and does not export goods outside the region. Because of this, it is not considered a
primary industry. The growth of this industry will be organic, supported from within by growth in population and
income levels throughout the region.

The entire state of New Hampshire also has strong clusters in:

Aerospace & Defense
Electronics

Industrial Machinery
Industrial Supplies
Semiconductors

As mentioned previously, local cluster strength does not automatically mean that it should be targeted for growth.
National growth trends must be examined, as well as the region’s relative competitiveness in each cluster. We
assess these factors on the following pages.
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Step 2: National Cluster Growth

Which industries are growing nationally, or are relocating in the U.S.?

In general, communities should target industries that are growing, although targets can still include low growth or
negative growth targets as well. The following chart shows the anticipated growth trends for specific industries and

clusters:

U.S. Industry Employment Forecast
2002 - 2012

Annual Growth in Jobs (CAGR)

-6% -4% -2%

0%

2% 4% 6%

4.45%

Computer systems design (5415)
Internet services, data processing (516, 518)
Health care (62)

—r
2.85%

Motion picture and sound recording industries

2.66%

Colleges and Schools, Private (61)
Warehousing and storage (493

2.55%

| ? 53%

2.50%

Arts, entertainment, and recreation (71

)

)

Professional, scientific, and technical services (54)
Truck transportation (484)

Information (51)

Accommodation (721)

Publishing indutries (511)

Plastics and rubber products manufacturing (326)
Food services and drinking places (722)
Construction (23)

Retail trade (44-45)
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2.48%

p—— ] 590
| 1.71%
————— ] 57%
p——— ] 57%

1.50%
1.49%

Wood product manufacturing (321)
State and local government
Financial activities (52-53)
Air transportation (481)
Management of companies and enterprises (55)
Wholesale trade (42)
Manufacturing magnetic and optical media (3346)
Furniture and related product manufacturing (337)
Machinery manufacturing (333)
Broadcasting and telecommunications (515, 517)
Scientific research and development services (5417)
Medical equipment and supplies manufacturing (3391)
Fabricated metal product manufacturing (332)
Communications equipment manufacturing (3342)
Automotive Manufacturing
Machine shops (3327)
Printing and related support activities (323)
Food Processing (312, 313)
Federal Government
-0.23%
-0.34%
-0.39%
-0.43%
-0.54%
-0.73% —
-1.00%
-1.01% ——
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Source: Bureau of Labor Statistics;
AngelouEconomics

Note: Industry Code in parenthesis

0.46%
0.33%
0.26%
0.04%
Transportation equipment manufacturing (336)
Primary metalmanufacturing (331)
Water transportation (483)
Chemical manufacturing (325)
Industrial machinery manufacturing (3332)
Electric power generation and distribution (2211)
Audio and videoequipment manufacturing (3343)
Rail transportation (482)
Measuring, electromedical and control instruments mftg (3345)
Computer and electronic product manufacturing (334)
Paper manufacturing (322)
Petroleum and coal products manufacturing (324)
Semiconductor manufacturing (3344)
Mining (except oil and gas) (212)
Agriculture (11)
Aerospace product and parts manufacturing (3364)
Natural gas distribution (2212)
Computer equipment manufacturing (3341)
Oil and gas extraction (211)
Apparel & Textiles (313-316)

AngelouEconomics
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Technology sectors such as those relating to the use of computers and networks promise a high level of growth over
the next 10 years. Productivity improvements continue to be felt in traditional companies that adopt new computer
technologies. The highest rates of growth will be found in design and service sectors such as Computer Systems
Design (4.5% per year), Internet Services and Data Processing (3.9%), and Packaged Software Publishers, not
custom (5.3%). Electronics, Semiconductor, and Computer Manufacturers will shed jobs as more and more
production is moved to low cost facilities overseas.

Health Care will be a high growth industry, as the aging U.S. population becomes the dominant demographic story
over the next 20 years. By 2010, nearly 15% of the population will be seniors 65+, a period in one’s life where nearly
half of health care expenditures occur. The senior population will be growing four times faster than the overall U.S.
population by 2015. In 1950, there were 16 workers per retiree; today, the ratio is less than four to one, and by 2030,
it will be two to one. With this massive demographic shift occurring, an estimated 4.4 million jobs will be created in
the health care industry in the next 10 years, with residential and elderly care receiving the highest rates of growth.
Medical Instruments and Scientific R&D will experience modest growth. Biotechnology and Pharmaceuticals
are expected to see strong employment in the near and long term.

The steady growth of the overall U.S. population will drive the growth of industries that supply, feed, house and
entertain us. Distribution of consumer goods will experience high growth: Warehousing and Storage (2.5% per
year), Truck Transportation (1.9%), Couriers and Messengers, including overnight freight (3.5%), and
Wholesalers (1.8%). Entertainment and tourism industries will see high growth, and end-sales industries such as
Retail Trade and Restaurants will see moderate growth. The Construction industry tracks well with overall
economic growth, and is expected to experience modest growth.

Local and State Government will see job growth of 1.3%, slightly higher than total population growth (1%), as
urbanization continues and federal jobs are kept flat. Increasing wealth in the U.S. will require a larger Financial
Services sector, which will also grow slightly faster than the population.

Manufacturing industries overall can expect continued job losses in the future due to continued technological
improvements in the manufacturing process, large scale operations moving overseas, and for some, overall declines
in final demand. Smaller, niche-manufacturing sectors will see modest growth: Machinery, Wood Products,
Fabricated Metal, Machine Shops, Printing, and Food Processing. Other sectors that will see falling job levels
are Agriculture, Oil and Gas Extraction and Refining, Chemicals, Mining, Apparel Manufacturing, Aerospace,
and Rail Transportation.
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Manchester Cluster Concentration, 2005

Which clusters are getting stronger in Manchester?

Target selection must identify existing, strong clusters in the region, but also consider how clusters are gaining

strength locally.

Clusters can gain strength in two ways:

1. Above-average growth nationally. This will result in a larger cluster employment concentration in Manchester.

2. Anincreasing cluster concentration ratio. A growing cluster concentration in a region indicates that a cluster
is capturing a larger share of new jobs in the U.S., suggesting an improvement in the region’s attractiveness and

competitiveness for the cluster.

We show these two forces in the following diagram:

Manchester Cluster Potential
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The Role of Dislocating Industries

Most communities make the right choices to preserve their existing industry base, and when these industries are
shrinking, communities make every effort to forestall job losses (e.g. communities in traditional manufacturing or
facing base closures). We label these industries “Dislocating,” as they are undergoing a basic restructuring in
geography, technology, or markets.

At a national level, shrinking industries may still be an appropriate target for some communities if:

The industry is undergoing restructuring in order to be more competitive. This often means that a
company may relocate to another city, or may spinout divisions to more competitive locations. For example,
the automotive industry is expected to create few net new jobs and have moderate growth rates nationally,
but is migrating facilities from the Upper Midwest to the South.

The industry suffers a high rate of startup and failure. While the U.S. South enjoyed many relocations
from northern cities, most of the job growth occurred at companies that were founded in the South. As
industries shrink in one region of the U.S., more competitive firms pop up and take market share. The
success of financial services firms in the South and Midwest demonstrates the role that a competitive
environment can play in an industry that suffers high churn.

Job loss is due primarily to technological investments, not declining revenue. As some industries get
more capital-intensive, they require fewer workers (such as the semiconductor industry), but their strategic
value to a regional economy still grows (a higher economic job multiplier or higher local tax payments).

The region has a unique comparative advantage in a consolidating industry. Due to declines in
demand for their end product, or other economic pressures, some industries may be forced to consolidate
operations into very select areas of the country. Even though the overall industry may be in decline, a
desirable region may be able to have an almost monopolistic hold on the cluster.

The following sectors are considered “Dislocating” clusters (slow U.S. growth, but strong local strength) in
Manchester that can be targets, but deserve caution. These industries will be difficult to grow because of national
trends; however, there may be opportunities for restructuring and/or targeting emerging niche segments within the
clusters:

Apparel & Textiles
Industrial Machinery
Consumer Goods
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Step 3. Competitive Asset Inventory

Are there local assets that give specific industries a competitive edge?

Manchester can provide a low cost alternative to larger metros on the east coast, with access to a growing
semiconductor and electronics industry, a reliable transportation infrastructure, and a high quality of life. We
evaluated the region’s core assets for industry recruitment and expansion by grouping assets in three categories:
core strengths, competitive assets, and barriers:

Core Strengths

Growing population - Manchester's population has experienced tremendous growth over the past fifteen
years. In 2004, the Manchester MSA population was just over 200,000, an increase of 19% from 1990. A
growing population is essential to many industries, as it provides a larger customer and employment base.

Transportation Infrastructure - Multiple interstates, a nearby port and a pending rail line provide
Manchester with a competitive transportation infrastructure. New Hampshire's largest commercial airport is
located in Manchester and provides domestic flights via several major airlines. The nearest large
international airport is Boston Logan Airport and is only 60 miles away from Manchester. These will be
strong selling points, as executives and consultants need access to airports that provide numerous flight
options.

Location — One of Manchester’s core strengths lies in its proximity to Boston. This provides the area with
countless benefits, including access to research centers, venture capital, and a growing educated
workforce.

Business Climate — New Hampshire’s image as a place to do business is excellent, as the State ranks 14
in the 2004 “Small Business Survival Index”. The overall business climate is considered ideal with a non-
intrusive state government, moderate taxes, and a competitive cost structure. The Amoskeag Business
Incubator, a joint venture between the Southern New Hampshire University School of Business and the City
of Manchester, is representative of the mind set in Manchester. Through the provision of office space and
technical assistance to new and small businesses, Manchester shows the willingness and desire support
economic growth in the region.

Competitive Assets

Quality of life - Manchester offers a lifestyle conducive to raising a family, while a growing population is
driving the growth of new amenities for young adults. The crime rate is remarkably low, despite the growth
in population, and housing costs are affordable relative to the Boston metro.

Overall Tax Structure — New Hampshire state and local tax burden is the second lowest in the nation.
According to the Tax Foundation, New Hampshire taxes equal 7.4% of income, below the national average
of 10.1%. The state’s tax structure is business friendly and includes no broad-base personal income tax, no
general sales tax, no use tax, no inventory tax, no equipment/machine tax, and no capital gains tax.
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Education - As the largest U.S. city north of Boston, Manchester has access to multiple colleges and
technical schools within a short drive. The educational attainment level in Manchester and New Hampshire
is above the national average, providing the city with a growing and qualified work force. However,
Manchester's K-12 education system leaves room for improvement, as SAT scores and graduation rates are
below state and national averages. Both metrics have seen improvement over the past several years.

Barriers

Low Unemployment Rate - The extremely low unemployment rate (3.7%) has the potential to make it
difficult to find qualified employees. Employers will find it difficult to locate and retain workers across all
segments of their business, including blue collar and white collar if the unemployment rate continues to fall.

Diversity - Manchester is not a very diverse city, which is not unusual for some Northeastern communities.
Whites account for 91% of the area’s population, but the other racial and ethnic groups are growing quickly.

Rising Cost of Living - The cost of living is relatively low for the area, but 12% above the national average.
Costs are much less than the Boston metro though, and comparable to surrounding communities in New
Hampshire. Housing costs are rising but remain below major metro prices. Grocery, transportation, and
health costs are all above the national average.

Cost of Labor - The average wage in Manchester ($41,700) far exceeds the state ($37,300) and national
($37,800) averages. Employers will prefer lower wage rates to keep costs low and stay competitive.
However, Manchester's wages rates are far below Massachusetts ($46,300) and the Boston MSA
($49,900).
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Step 4. Do these targets meet the goals of the community?

Public opinion and community input is as critical to the industry cluster selection process as data and asset analysis.
The growth of industry clusters requires a community effort. Local government officials, economic developers,
business leaders, and the general public must be united in their vision and enthusiastic in their support to grow
regional representation in industry clusters that are unanimously viewed as desirable. This is particularly critical
when a region lacks a strong local concentration in a targeted cluster. The lack of cluster concentration does not rule
out an industry as a target, but it does indicate that community efforts have to be more focused and enhanced to
successfully grow the desired industry locally.

During the course of our project, AE talked to many public and private sector leaders and community residents.
Many of these represented key industries currently located in the region. Through this public input process, we
received a great deal of information regarding the types of businesses that the residents of Manchester desire for the
future of their community. Three overarching community goals were the most prominent:

Industries thatare “Good Corporate Citizens”
Industries that are “Clean” and “Environmentally Sensitive”
Industries that pay “Higher Wages” and employ “Higher Skilled Workers”

These three community goals all address the main challenges that Manchester is currently facing. The community
wants “Clean Industries” because it understands the importance of preserving its high quality of life and
environment. The region’s natural beauty and scenic landscape is viewed by nearly all as the region’s best asset.
The community wants businesses that pay “Higher Wages” to begin to shift the imbalance that has existed in the
prevalence of lower wage and income levels and a rising cost of living. Manchester has trailed the nation for some
time, but with the recent upward trends in local cost of living, the situation is becoming even more dire. Businesses
that require higher skill levels will pay higher wages. Citizens and community leaders also desire “Good Corporate
Citizens” that will support and give back to the local community.

The types of industries selected by

businesses in the online survey support the What industries would you like to see in the Manchester Region?
overarching goals of the community

presented above. The chart at right shows % first choice response
the three top industries that business owners

and senior managers would like to see Professional & 4%
expand in the Manchester region. Financial Serices
Combining the views and goals of the

community with the industry clusters in which

Manchester meets minimum industry Software & IT
requirements leads AE to the final list of

target industry clusters. In our analysis,

several industries of the below industry list

are not considered primary targets; they are Arts, Entertainment
better classified as supporting larger and Recreation
clusters. While these support clusters can

grow large enough that they are largely
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export focused (e.g. Software in Silicon Valley), in Manchester they should be viewed mainly as supporting assets to
grow the final targets. For example, Software & IT Services and Communication Services will support most
industries, particularly Security & Defense, and Biosciences. Likewise, Financial and Business Services includes
many of the back office functions that will serve the Transportation Equipment Manufacturing, Media, and Logistics

industries. Higher Education and Research is an important asset to support the Biosciences, and Security & Defense
clusters.
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